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INDEPENDENT AUDITORS® REPORT

To the Beard of Directors
of Louisiana Artists Guild

We were engaged to andit the accompanying statement of financial position of Louisiana Artists Guild (the
Guild) as of December 31, 2008 and 2007 and the related statements of activities and changes in net assets and
cash flows for the vears then ended. These financial statements are the responsibility of the Guild’s
management,

We were unable to obtain snfficient audit evidence relating to the camrying value of the Guild’s Property, Plant
and Equipment totaling 525,888,695 as of December 31, 2008 because the Guild did not perform an impairment
valuation as required by U.S. generally accepted accounting principles. We were unable to satisfy ourselves
about the valuation of the Property, Plant and Equipment by means of other auditing procedures.

The accompanying financial statenents have been preparcd assuming that the Guild will continue as a going
concern. As discussed in Note 2 to the financial statements, the Guild is in default on certain covenants of its
loan agreements at December 31, 2008, primarily as a result of construction costs in excess of funding and
continuing operating losses. The Guild has a working capital deficiency of $4,764,627 as of December 31, 2008
and was in arrears on certain vendor accounts. The Guild is not aware of any alternative source of capital to
meet such demands, if made. The lenders may demand repayment of the loans. No such demand has been made,
Negotiations are presently under way to obtain revised loan agreemenis to permit the realization of assets and
the liguidation of liabilities in the ordinary course of business. The Guild cannot predict what the outcome of the
negotiations will be. These conditions raise substantial doubt about the Guild’s ability to continue as a going
concern. The financial statements do not include any adjustinents that might resull from the outcome of this
emcertainty.

Because of the significance of the uncertainty of the going concern matter discussed in the preceding paragraph
and because we were unable to satisfy ourselves as to the carrying value of the Property, Plant and Equipment,
as discussed in the second preceding paragraph, the scope of our work was not sufficient (0 enable us to express,
and we do not express, an opinion on the financial statements referred to in the first paragraph,

In accordance with Government duditing Standards, we have also issued our report dated September 30, 2005
on our consideration of the Guild's internal control over financial reporting and our tests of its compliance with
certain provisions of laws, regulations, coniracts, and grant agreements and other matters. The purpoese of that
report is to describe the scope of our testing of internal control over financial reporting and compliance and the
results of that testing and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Govermment Auditing
Standerds and should be read in conjunction with this report in considering the results of our audits.

o el iy o Yl

Metairic, Louisiana
September 30, 2000

30th Floor - Frcrgy Centre » 1100 Poydras Street. « New Orlesns, 1A F0163-3000  » fel: 045892974
2324 Severn Avenue  + Metairie, LA 70000+ Tel: 5048375990 + Tax: S04.834.3609



LOUISTANA ARTISTS GUILD
NEW QRLEANS, LOUISIANA

STATEMENTS OF FINANCIAL POSITION
DECEMBER 31, 2008 AND 2007

2008
Temporarily 2008
Unrestricled Restricted Total
ASSETS
CURRENT ASSETS
Cash $ {6,542) $ 20,000 13,458
Pledges ieceivable, current portion, net of discount of 33,769 36,000 2,861,507 2.511,507
Prepaid expenses 66,483 - 66,483
Construgtion account 70,633 - 70,633
Deposit 10,030 - 10,030
Inventory 71,503 - 71.503
Total current assets 262,107 2,881,507 3,143,614
DERT SERVICE RESERVE ACCOUNT 740,413 - 740,413
PROPERTY, PLANT, & EQUIPMENT,
net of aceumulated depreciation of $434.760 25,888,695 - 25,888,693
TOTAL ASSKETS § 26,851,215 § 2,881,507 29,772.722
LIARILITIES AND NET ASSETS
CURRENT LIABILITIES
Accrued habilitics s 2,721,500 $ - 2,121,500
Line of credit 2,360,596 - 2,360 596
Total cusrent labilities 5,082,086 - 5,082,096
NON-CURRENT LIABILITIES
Accrued lHabilitics, long teim 2,062,132 - 2062132
Due to Arts Council of New Orleans 1,503,969 - 1,505,969
Line of credat 164,683 - 164,683
Loan payablc 7,047,138 - 7,047,138
TOTAL LIABILITIES 15,862,008 - 15,862,018
NET ASSETS 11,029,157 2,881.507 13,910,704
TOTAL LIABILITIES AND NET ASSETS § 26891215 §  1RR1507 29,712,722

(continued)



LOUISTANA ARTISTS GUULD
NEW ORLEANS, LOUISIANA,

STATEMENTS OF FINANCIAL POSITION
DECEMBER 31, 2008 AND 2097

2007
Temporarily 2007
Unrestricted Restricted Total
ASSETS
CURRENT ASSETS
Cash 5 135,306 b - 8 135,306
Pledges receivable, curent portion 973 2,881,368 2,882,343
Prepaid expenses 66,433 - 66,483
Constructicn account 69.713 - 69,715
Deposit 10,030 - 10,030
Inventory 71,503 - 71,503
Total current assets 354,012 2,881,368 3,235,380
PLEDGES RECEIVABLE, NONCURRENT
net of discount of $11,514 - 138,486 138,486
DEBT SERVICE RESERVE ACCOUNT 730,827 - 730,827
CONSTRUCTION iN PROGRESS 25,436,538 - 25,436,538
EQUIPMENT, net of acenmulated depreciation
of 830,367 795,173 - 796,173
TOTAL ASSETS $ 27,317,550 b 3,019.854 § 30,337,404
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accrued liabilities 5 2,362.316 3 - 3 2,362,816
Line of credit 2,360,596 - 2,360,596
Total current tiabitities 4,723,412 - 4,723,412
NON-CURRENT LIABILITIES
Accrued liabilities, Jong term 1,626.696 - 1,626,656
Due to Arts Council of New Orleans 1,505,955 - 1,505,969
Line of credit 164,775 - 164,775
Loan payable 7,047.138 - 7,047,138
TOTAL LIABILITIES 15,067,990 - 13,067,990
NET ASSETS 12,249,560 3,019,854 15,269,414

TOTAL LIABILITIES AND NET ASSETS § 27317530  § 3,019,854 b3 30,337,404




LOUISTANA ARTISTS GUILPD

NEW ORLEANS, LOUISIANA

STATEMENTS OF ACTIVITIES AND CHANGES TN NET ASSETS

FOR TUE YEARS ENDED DECEMBER 31, 2008 AND 2007

SUTPORT AND REVENUE
Suppoit
Grants and contributions
Kevenue
Intercst and otlher income
Total support and revenue

NET ASSETS RELEASED
FROM RESTRICTIONS

EXPENSES
Developmient
Administration
Building operations
Programs

Tofal expenses

CHANGE IN NET ASSETS

NET ASSETS AT BEGINNING OF YEAR

NET ASSETS AT END OF YEAR

2008
Temporarily 2008
Unrestticted Restricted Total
Y 516,274 $ 394 920 b 911,194
65.268 - 65.268
581,542 394,920 976,462
533,267 (533,267) -
15,869 - 15,869
1,407,130 - 1,407,130
726,106 - 726,106
186,067 - 186,067
2,335,172 - 2,335,172
(1,220,363) (138,347) (1,358,710
12,249,560 3,019,354 15,269,414
§ 11,029,197 kY 2,881,507 $ 13,910,704

{continued)



LOUISIANA ARTISTS GUILD
NEW ORLEANS LOUISTANA

STATEMENTS OF ACTIVITIES AND CHANGES IN NET ASSETS - CONTINUED

FORTHE YEARS ENDED DECEMBER 31, 2008 AND 2007

SUPPORT AND REVENUE
Support
Grants and conmihntions
Revenue
Interest and other income
Total suppoit and revenue

NET ASSETS REELASED
FROM RESTRICTIONS

EXPENSES
Admimstration
Building operations
Programs
Retail store
Inventory write-down

Tatal expenses

CHANGE IN NET ASSETS

NET ASSETS AT BEGINNING OF YEAR

NET ASSETS AT END OF YEAR

2007

Temporarily 2007

Unrestricted Restricted Total
5 565,942 $ 25,000 $ 590,942
74,311 24,770 99,081
640,252 49 770 690,023
1,751,044 (1,751,044) .
905,905 “ 905,905
41,117 - 41,147
7,563 - 7,563
10,500 - 10,500
236,000 - 236,000
1,201,085 - 1,201,083

1,190,212 (1,701.274) (511,062)

11,059.348 4721,128 15,780,476
5 12,249 560 3 3,019,854 $ 15,269414




LOUISIANA ARTISTS GUILD
NEW ORLEANS, LOUISIANA

STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

2008 2007

CASH FLOWS FROM OPERATING ACTIVITEES:

Change in net assets § (338710 5 - (511,002)
Adjustments to reconcile change w net assets to net cash
provided by (used in} operating activities:

Depreciation 404,393 6,649
[nventory write-down - 236,000
Write off of pledge raceivable 4,975 -
Discount on pledge receivable (5,745) (49,753)
Met change in operating assets and liabilities:
Pledges receivable 110,092 1,751,027
Inventory - 10,500
Other Assets {915) {3,162)
Due to Arts Council of New Orleuns - (71,339
Accrued liabilities 794,120 {1,031,527)
Wet cash provided by (used in) operating activities {51,793) 337,133

CASH F1L.OWS FROM INVESTING ACTIVITIES:

Payments for property, plant, and cquipment {(60,377) (276,401)
Cash paid o restricted debt fund {(9,386) {33,123)
Net cash used in investing activities (69,963) {309,524)

CASH FLOWS FROM FINANCING ACTIVITIES:

Proceeds from loans - 400,035
Principal payments (92) (855,000}
Net cash used m financing activities (52) (454,965)
NET DECREASE IN CASH (121,348) (427,356)
CASH AT BEGINNING OF YEAR 135,306 562,662
CASH AT END OF YEAR $ 13,458 b 135,306

SUPFLEMENTAL DISCLOSURE OF CASH FLOW
INFORMATION
Cash paid during the year for:
Interest 8 49,097 § 70,218

The accompanying notes are an integral pan of these financial statements,

-6-



LOUISIANA ARTISTS GUILD
NEW ORLEANS, TOUISIANA

NOTES TO FINANCIAL STATEMENTS

1. Orpanization and Operations

The Louisiana Artist Guild (the Guild) a non-profit was incomorated in 19935 {amended on
November 12, 2008) to plan, create, encourage, promete, nurture, prodace and provide access to
the activities, economic covironment, physical environment and educational showcase of
individual Louisiana artists and the arts in Lovisiana. The Guild, dba Louisiana Artworks has
developed and constructed a five story (93,000 sq. ft facility) multi-usc arts complex in New
Orleans, devoted to providing access to visual artists al work, an educational resource center, and
a public venue. Substantial completion of the first three floors has provided active prograinming
and operations in the building since May 2008. Construction of the remaining {loors continues.

2. Going Concern Consideration

At Pecomber 31, 2008, cument uarestricted liabilities exceed current unrestricted assets by
84,764,627, The general contractor of the arts complex halted construction in November 2004
and consiruction resumed in June 2007. The arts complex is the Guild’s major operating assef,
and its conmencement of full operations is uncertain at this time. Temporarily restricted funds of
$2,861,507 are insufficient to pay outstanding amounts for construction to complete the project
and fund administrative costs including payroll. The Guild defaulted on ifs debt agreements and
was required to obtain waivers of the provisions of those agreements. A waiver was not obtained
for one of those agreements. These Factors. as well as the uncextain conditions regarding its loan
agreements, as discossed in Note 7, create an uncertainty about the Guild’s ability to continve as
an ougoiLg coucern.

Management of the Guild is doing extensive fundraising and is working with the City of New
Orleans and State of Louisiana to provide (he cash flow necessary to complete the project. The
ability of ihe Guild to coutinue as & going concein is dependent on successtul negotiations with
e City, State, finaucing institutions, the general contractor of the arts complex and the success
of fundraising.

The financial statements do not include any adjustments that might be necessary if the Guild is
unable {o continue as a going concern.

3. Summary of Significant Acconnting Policies

Method of Accounting

The [inancial statements are prepared on the accrual basis of accowing.
Usc of Estimates

The preparation of financial statemeats in conformity with accounting principles generally
accepled in the United Sintes of Americe requires managemeut to make cstimates and

-7



LOUISIANA ARTISTS GUILD
NEW ORLEANS, LOUISIANA

NOTES TO VINANCIAL STATEMENTS

3. Swnmary of Significant Accounting Policies (continued)

Use of Estiinates (continued)

assumptions that affect the reported amounts of assefs and liabilities and disclosure of contingent
assels and liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period, Actual results could differ from those estimates.

Description of Net Assets Classification

Financial Accounting Siandards Board (FASB) Statement No. 117 cntitled “Financial Statements
of Not-For-Profit Organizalions” requires that net asscts and changes in net assets be reported for
three classificalions — permanently rostricted, temporarily restricted and unrestricted — based on
ihe existence or absence of donor imposed restrictions. Unexpended {unds solicited through the
Capital Campaign are considered temporarily restricted. The Guild records receipts of
contributions with donor-imposed condifions as relundable advances,

Gifts, Grants and Bequests

Gifts, gramts and bequests arc recorded as revenues in the period received and as ussets, or as
decreases in liabilities or expenses depending on the form of benetits received. Pledges receivable
that are expected to be collected in future years arc recorded at the present value of their
estimated futwre cash flows. The discounts on those amounts are computed using risk free wmarket
intcrest rates, There is 1o allowance for uucollectible pledges becanse management belicves all
amounts recorded arc collectible. Non-cash gifts, grants and hequests are recorded as revenue at
the fair market value at the date contributed, if an objective valuation is determinable.

Donated Services

Volunteers have given extensive amounts of ime and services to the Guild. The vafue of this
contributed time is not reflected in the accompanying financial statements since the volunteers®
time does not meet the criteria necessary for financial accounting recognition,

Inventory

Inventory is stated at the lower of cost or markel. Cost is determined using the furst-in first-out
(FIFO) method. Aun inventory allowance ol $236,000 was recorded during the year ended
December 31, 2007,

Property, Plant and Equipment

Equipment consists primarily of studio equipment for the arts complex and office equipment.
Depreciation is computed using the straight-line method over the estimated uselul lives of the

S8



LOUISIANA ARTISTS GUILD
NEW ORLEANS, L OUISTANA

NOTES TO FINANCIAL STATEMENTS

Sammary of Sienificant Accounting Policies (continued

Property. Plant and Equipment (continued)

assets of thiee to five years. Depreciable assets are valued at their cost if purchased ov their
estimated fair value at the time of donation if contributed.

At December 31, 2007, the Guild’s construction in progress of $25,436.537 consists primarily of
buildings and land acquired in 1998, capitaliced architect’s fees, capitalized interest and
construction costs related to the project. During the year ended December 31, 2007, interest
expense of $192,756 was capitalized, In 2008, the building was placed in to service.
Depreciation is computed using the straight-line method over the estimated useful ife of the
building of thirty-nine yecats.

Concentration of Credit Risk

Financial instruments (hat potentially expose the Guild to concenbrations of credit and market risk
consist primarily of cash equivalents., Cash equivalents are maintained at high-quality Gnancial
institutions, and credit exposure is linted at any ane institutiotl.

The Guild had cash deposils in excess of federally insured limits at a local institution tofaling
$561,046 at December 31, 2008,

Income Faxes

The Guild is exempt from income taxes under Scction 501(c)(3) of the U.S. Intemal Revenue
Code, and accordingly, no provision for income taxes has been reflected in the accompanying
fimancial statements.

Cash and Cash Equivalents

For purposes of reporting cash flows, the Guild considers all investments with an original
maturity of ninety days or less (o be cash equivalents.

Advertising

The Guild records advertlising as expeuses when the costs are incumed. Costs of producing
advertisements such as the costs of idca development, writing advertising copy, artwark, printing,
audio and vidco crews and other costs are expensed as incuired during production. Costs of
communicating advertisements that have been produced, such as the cosls of magazine space,
television airtime, billboard space and distribution arc cxpensed when the item or service is
received or provided. Advertising expenses in 2008 and 2007 werc $7,811 and $1,729,
respectively.

-9 .



LOUISIANA ARTISTS GUILD
NEW ORLEANS, LOUISIAMNA

NOTES TO FINANCIAL STATEMENTS

4, Pledges Receivable

Pledges reccivable at December 31 arc as follows:

2008 2007
Receivable in less than one year % 2917,276 kS 2,882,343
Receivable in one to five years - 150,000
Total pledges receivable 2917275 3,032,343
Less discounts to net present value —rate 4.50% {5,769) (11,514)
Net pledges receivable at year end 3 2,911,507 $ 3,020,829

Included in pledges receivable at December 31, 2008 and 2007 is approximately $2,697,000 and
32,727,000, rcspectively, from the State of Louisiana. State funds have hcen recognized as
revenue when they are classified by the State as a priority one or two project in the Staie’s capital
appropriation budget. State funds with a higher numbered priovity are classified as conditional
pledges and 1ot realized as revenuc,

2]

Property, Plant and Equipment

A summary of property, plant and equipment at December 31, 2008 and 2007 follows:

2008 2007

Building, $ 25,461,099 3 -
Studio and other equipment 693,552 684,270
Office equipment 142,270 142,270
Machinery 18,104 -
Furuiturs and Fixtures 8,430 -
Constriction in progress - 25,436,538
Less accumulated depreciation 20,323,455 26,263,078
(134,760) (30,367)

Net property and equipment b3 25.885.695 3 26,232,711

- 10 -



LOUISIANA ARTISTS GUILD
NEW ORLEANS, LOUISIANA

NOTES TO FINANCIAL STATEMENTS

6. Loans Payable

The Guild has outstanding balances on lines of credit with local financial institulions of
32,525,279 and $2,525.371 at December 31, 2008 and 2007, respectively. At December 31, 2008
and 2007, interest is due monthly at rates ranging from 3.25% to 7.25% and [rom 6.0% to 8.75%.
respectively.

The Guild has a balance of $2,360,596 on a $3,000,000 collateral mortgage as of December 31,
2008 and 2007, which became due on December 28, 2008. The Guild has not made any principal
or interest payments on the line of credit and is in default of the line of credil. The accrued
interest on the linc of credit is $166,688 and $1,446 at December 31, 2008 and 2007, respectively.

The Guild has a balance of $164,683 on a $250,000 line of credit which is due on June 20, 2010,

The Guild obtained a HUD Scction 108 Loan in the amount of $7,100,00¢ from the City of New
Orleans (City) to be used solely for the development and construction of the ArzWorks project.
The maturity date of the loan is July 15, 2022. The terms of the note require interest to be paid
guarterly. Prineipal is payable in quarterly installments which began October 15, 2003. The
specifted interest vate is 6.62%; however, the City elected to defer collection of 1% during the
period of construction. The quarterly payments of principal and interest are in the amount of
$152,587, and quarterly principal payments range {rom approximately $53.000 to $150,000
during the life of the loan. The Guild, however, has not made any interest or principal payments
since October 15, 2003 and is technically in default of the lean. The City has agreed to waive the
default provisions antil after December 31, 2009,

In order to secure the repayment of the loan and other amounts to the City, the Guild has
deposited funds inte the Debt Service Reserve Account and the Construction Account, These
funds arc held in escrow accounts at a locai financial instintion. Ali amounts held in the Debt
Service Rescrve Account and the Construction Account serve as sceurily for amounts due to the
City by the Guild pursuant to the Loan Agreement. In addition, the land, building construction,
accounts, inventory, furniture, fixtures and equipment are collateral {or the debt as well as future
iticome and rentals.

The debt repayment is as follows:

Fiscal year ending December 31, 2009 $ 1,517,386
’ 2010 306,042

2011 323,602

2012 342,110

2013 361,803

2014 and thereafter 4.196,135

5 7,047,138




LOUISTANA ARTISTS GUILD
NEW ORLEANS, LOUISTIANA

NOTES TO FINANCIAL STATEMENTS

6. Loans Payable (continued)

The accrued intercst on the HUD Scotion 108 loan was $2,062,132 und 51,626,696 as of
December 31, 2008 and 2007, respectively, and the unpaid principal balance was $1,227,955 and
$954,222 as of December 31, 2008 and 2007, vespectively. The accrued interest balances arc
recorded ag long-term ou the statements of financial position.

For the vears ended December 31, 2008 wnd 2007, the Guild ineurred intcrest expense of
B775,531 and $425,195, raspectively.

7. Arts Conunci] ef New Orleans

The Articles of Incomporation of the Guild specified that sll Guild members and the Board of
Directors are sclected by and serve af the pleasure of the Board of Divectors of the Arts Council
of New Orleans (ACNO). The Articles also provided that in the event of dissolution. all of the
Giuild’s property shall be distributed and paid over to ACNG. The Bylaws weve amended in April
2007 so that the Guild has a Board of Directors that is independent of the Board of Directors of
ACNO,

Through May 2007, the Guild shared office space with ACNO. Certain employees of ACNO also
served as employees of the Guild. Salary expense, supplies, utilittes, insurance and certain
administrative oxpenses were allocated to the Guild based on the percentage of time the employee
dedicated to the Guild. Certain Guild expenses were also paid by ACNO and are accounted for as
Due to Avts Council of New Orleans.

8. Commitments and Contingencies

The general contractor and several of its subcontractors have filed lawsuits against the Guild
based on the failure of the Guild to pay for work performed in connection with the art complex.
During the year ended December 31, 2007, a settlement agreement was reachied with (he general
contractor in which the Guifd agreed to consent judgments for sums owed. The agresment further
provides for the general contractor to complete the work and for additional time tor the Guild to
make payments to the general contractor. [f, however, the Guild defaults en its payment schedule,
the pencral contractor will have the rights to execulte its consent judgment against the Guild.

During the year ended December 31, 2008, two partial consent judgments wers rcached. The first
consent judgment requires the Guild to pay 31,691,061 to the vendor plus inlerest at a rate of 8%
per annum beginning on April 5, 2007, until paid. The second consent judgment requires the
Guild to pay an additional anwount of $545.872 plus interest at the rate of 8% per annum
beginning on December 17, 2008, until paid. At December 31, 2008, the amouat due to the
general contractor was $2,402,196. Tlis bafance is included in accrued liabilities on the
statement of financial position.

2.



LOUSSIANA ARTISTS GUILD
NEW ORLEANS, LOUISIANA

NOTES TO FINANCIAL STATEMENTS

8. Commitments and Contingencies {continued)

During the vear ended December 31, 2008, the gencral conlractor completed the work on the art
complex.

9. Restatement

A crror in construction in progress and accrued liabilitics was identitied which inpacted prior
vear financial statements. Thig error resulted in a restatement which increased construction in
progress and accrued liabilities by 31,516,706 as of December 31, 2007, The error has no affect
on net asscls,
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Directors
Louisiana Artists Guild

We have audited the financial statements of the Louisiana Artists Guild (the Guild) as of and for the year
ended December 31, 2008, and have issued our report thereon dated September 30, 2009, which
expressed a disclaimer of opinion. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Guild’s internal control over financial reporting
as a basis for designing our auditing procedures for the purpose of expressiug our opinion on the financial
statements, bui not for the purpose of expressing an opinion on the effectiveness of the Guild’s internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveress of the
Guild’s internal conttol over financial teporting.

Our consideration of the internal control over financial reporting was for the limited purpose described in
the preceding paragraph and would not necessarily identify all deficiencies in internal control that might
be significant deficiencies or material weaknesses, However, as discussed below, we identified certain
deficiencies in internal control over financial reporting that we consider to be significant deficiencies.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the Guld’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that there
is more than a remote likelihood that a misstaternent of the Guild®s financial statements that is more than
inconsequential will not be prevented or detected by the Guild’s internal control. We consider the
deficiencies described in the accompanying schedule of findings as 2008-1, 2008-3, and 2008-4 to be
significant deficiencies in internal control over financial reporting.

A malerial weakness is a significant deficiency, or combination of significant deficiencies, that results in
more-than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the Guild’s internal control.

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and would not necessarily identify ali deficiencies in internal control that
might be significant deficiencies and, accordingly, would not necessarily disclose all sigpificant

o1-
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deficiencies that are also considered to be material weaknesses. However of the significant deficiencies
described above, we consider items 2008-1 and 2008-4 to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Guild’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts and grants agreements, noncompliance with which could have a direct and material effect on the
determination of financial statements amounts. However, providing an opinion on compliance with those
provisions was not an objective of our andits and, accordingly, we do not express such an opinjon. The
results of our tests disclosed instances of noncompliance or other matters that are required to be reported
under Government duditing Standards and which are described in the accompanying schedule of findings
and questioned costs as item 2008-2.

The Guild’s responses to the findings identified in our audit are described in the accompanying schedule
of findings and questioned costs. We did not audit the Guild’s responses and, accordingly, we express no
opinion on it.

This report is intended solely for the information and use of the Board of Directors, management, State of
Louisiana Legislative Auditor’s Office, federal awarding agencies and pass through entities and is not
intended to be and should not be used by anyone other than these specified parties. However, under
Louisiana Revised Statute 24:513, this report is distributed by the Legislative Auditor as a public
document.

Bttt Yool

Metairie, Louisiana
September 30, 2009
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO THE MAJOR
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH
OMB CIRCULAR A-133

To the Board of Directors
Louisiana Artists Guild

Compliance

We have audited the compliance of the Louisiana Artists Guild {the Guild) with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance
Supplement that are applicable to its major federal program for the year ended December 31, 2008. The
Guild’s major federal program is identified in the summary of auditor’s results section of the
accompanying schedule of findings and questioned costs. Compliance with the requirement of laws,
regulations, contracts, and grants applicable to its major federal program is the responsibility of the
Guild’s management. Qur responsibility is to express an opinion on the Guild’s compliance based on our
audit.

We conducted our audit of compliance in accordance with anditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audiis of
States, Local Governments, and Non-Frofit Organizations. Those standards and OMB Circnlar A-133
require that we plan and perform the andit to obtain reasonable assurance about whether noncompliance
with the types of compliance requirements referred to above that could have a direct and material effect
on a majot federal program occurred. An audit includes examining, on a test basis, evidence about the
Guild’s compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances. We believe that our andit provides a reasorable basis for our opinion.
Our audif does not provide a legal determination of the Guild’s compliance with those requirements.

In our opinion, the Guild complied, in all material respects, with the requirements referred to above that
are applicable to its major federal program for the year ended December 31, 2008. However, the results
of our auditing procedures disclosed instances of noncompliance with those requirements, which are
required to be reported in accordance with OMB Circular A-133 and which are described in the
accompanying schedule of findings and questioned costs as item 2008-5.

Internal Control Over Compliance

The management of the Guild is responsible for establishing and maintaining effective internal control
over compliance with the requirements of laws, regulations, contracts, and grants applicable to federal
programs. In planning and performing our andit, we considered the Guild’s internal control over
compliance with requirements that could have a direct and material effect on a major federal program in
order to determine our auditing procedures for the purpose of expressing our opinion on compliance, but
not for the purpose of expressing an opinion on the effectiveness of internal control over compliance,
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Accordingly, we do not express an opinion on the effectiveness of the Guild’s internal control over
compliance.

A control deficiency in the Guild’s internal control over compliance exists when the design or operation
of a control does not allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect noncompliance with a type of compliance requirement of a federal program
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies,
that adversely affects the Guild's ability to administer a federal program such that there is more than a
remote likelthood that noncompliance with a type of coropliance requirement of a federal program that is
more than inconsequential will not be prevented or detected by the Guild’s internal control. We noted no
matters in internal control over compliance which we considered to be a control deficiency.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that material noncompliance with a type of compliance requirement of a
federal program will not be prevented or detected by the Guild’s internal control.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might
be significant deficiencies or material weaknesses. We did not identify any deficiencies in internal
control over compliance that we consider to be a material weakness, as defined above.

Schedule of Expenditures of Federal Awards

We have audited the basic financial statements of the Guild as of and for the year ended December 31,
2008, and have issued our report thereon dated September 30, 2009, which expressed a disclaimer of
opinion. QOur audit was performed for the purpose of forming an opinion on the basic financial statements
taken as a whole. The accompanying schedule of expenditures of federal awards is presented for purposes
of additional analysis as required by OMB Circular A-133 and is not a required part of the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the
basic financial statemsnts and, in our opinion, is fairly stated, in all material respects, in relation to the
basic financial statements taken as a whole. '

The Guild’s responses to the findings identified in cur audit are described in the accompanying schedule
of findings and questioned costs. We did not audit the Guild’s response and, accordingly, we express no
opinion on it.

This report is intended solely for the information and use of the Board of Directors, management, State of
Louisiana Legislative Auditor’s Office, federal awarding agencies, and pass-through entities and is not
intended to be and should not be used by anyone other than these specified parties. However, under
Louvisiana Revised Statute 24:313, this report is distributed by the Legislative Auditor as a punblic
document.

GOttt itlforill

Metairie, Louisiana
September 30, 2009
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LOUISIANA ARTISTS GUILD
NEW ORLEANS, 1.OUISTANA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED DECEMBER 31, 2008

(1) Summary of Auditors” Results

(a)
{(b)

The type of report issued on the financial statements: disclaimer

Internal control over financial reporting:
Material weakness identified: yes
Significant deficiency identified not considered to be a material weakness: yes
Noncompliance material to the financial statements noted: no

(2) Federal Awards

(@

(b)
(c)

(d)

(e)
i

Internal control over major programs:
Material weakness identified: no
Significant deficiency identified not considered to be a material weakness: no

The type of report issued on compliance for major programs: unqualified

Any audit findings which are required to be reported under Section 510(a) of OMB Circular
A-133: yes

Major program:
Name of Federal Program CFDA No.
Community Development Block Grants
Section 108 Loan Guarantees 14.248

Dollar threshold used to distinguish between Type A and Type B programs: $300,000

Auditee qualified as a low-risk auditee under Section 530 of OMB Circular A-133: no

(3) Findings Relating to the Financial Statements Reported In Accordance with Government

Auditing Standards: yes

(4) Findings and Questioned Costs Relating to Federal Awards: yes



LOUISIANA ARTISTS GUILD
NEW ORLEANS, LOUISIANA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED DECEMBER 31, 2008

Findings Related to the Financial Statements Reporied in accordance with Government Auditing

Standards:

2008-1 Internal Contref Over Financial Reporting

Criteria:

Condition:

Cause:

Effect:

Recommendation:

Management’s
Response and
corrective actions:

The definition of internal control over financial reporting is that policies and
procedures exist that pertain to an entity’s ability to initiate, record, process,
and report financial data consistent with the assertions embodied in the
annual financial statements, which for the Guild is that financial statements
are prepared in accordance with generally accepted accounting principles
(GAAP). Qur responsibility under current audit standards requires us to
communicate this issue to manapement and the Board of Directors.

We proposed a number of material adjusting entries.

Management did not perform sufficient review of preliminary financial
statements to identify adjustments required.

The reported financial statements differed from management’s internal
financial statements.

The Guild should identify required adjustments to the general ledger and
record adjustments as necessary for proper financial reporting.

Management will work with accounting to ensure that adjustments are made
in a timely fashion.

2008-2 Timely Snbmission of Audit Report to Legislative Audifor

Criteria:

Condition:

Under Louisiana stafute, the Guild is required to have an annual audit of its
financial statements prepared in accordance with US generally accepted
accounting principles and to complete the audit and file it with ths
Legislative Auditor of the State of Louisiana by June 30 of each year.

The Guiid did not meet the June 30, 2009 deadline for reporting to the State
of Louisiana. The Guild did request and received an extension of time until
September 30, 2009 from the Legislative Auditor to file its financial
statements.



LOUISIANA ARTISTS GUILD
NEW ORLEANS, LOUISTANA

SCHEDULE OF FINDINGS AND OUESTIONED COSTS

YEAR ENDED DPECEMBER 31, 2008

Part I - Findings Related to the Financial Statements Reported in accordance with Government
Anditing Standards (continued)

Cause:

Effect:

Recommendation:

Management’s
Response and
corrective actions:

2008-2 Timely Submission of Audit Report to Legislative Auditor (continued

The Guild required additional time to determine if a valuation of the art
complex could be obtained. Management was in negotiations with the City
of New Orleans to restructure payments on the HUD loan. The amount due
fo the Arts Council of New Orleans was in dispute.

The inability of the Guild to determine if a valuation could be obtained,
ongoing negotiations with the City of New Orleans regarding the HUD loan,
and the dispute regarding the amount owed to the Arts Council of New
Orleans resulted in the audit completion date being delayed.

No specific recommendation.

Management is in the process of determining if an effective valuation can be
obtained. Management is currently in negotiations with the City of New
Orleans and HUD regionally regarding the HUD loan. Discussions
continue with the Arts Council of New Orleans reparding the amounts
owed.

2008-3 Default on Line of Credit

Criteria:

Condition:

Cause:

Effect:

Recommendation:

Debt payments are to be made timely.

The Guild was in default on a $2,360,596 line of credit, with accrued
interest due of $166,688, from a local financial institution at December 31,
2008. The note matured on December 28, 2008 and no payments have been
made as from this date through December 31, 2008.

Due to cash flow problems the Guild has been unable to meet the debt
requirements.

The loan was in default according te its terms during the year ended
December 31, 2008.

We recommend that the Guild resolve the existing default condition with
the financial institution.
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LOUISIANA ARTISTS GUILD
NEW ORLEANS. LOIJISTANA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED DECEMBER 31, 2008

Part] - Findings Related to the Financial Statements Reported in accordance with Government
Auditing Standards (continued)

2008-3 Defaunlt on Line of Credit {continued)

Management’s
Response and

corrective aciions:

2008-4 Building

Criteria:

Condition:

Cause:

Effect:

Recommendation:

Management’s
Response and

corrective actions:

Management is secking additional funding from various federal, local, and
private sources to complete construction of the building in order to activate
all revenue sources. Management continues to do active fundraising to
maintain and increase cash inflow.

Generally accepted accounting principles require the Property, Plant and
Equipment be evaluated for impairment under certain conditions.

The Guild’s Property, Plant and Equipment construction was substantially
delayed and incurred substantial costs over the original estimate.

Delays in construction befors and afier Hurricane Katrina changed
requirements for construction, which caused this condition.

The Property, Plant and Equipment may require write-down to fair value to
be in conformity with generally accepted accounting principles.

The Guild should consider an appraisal or other form of valuation.

Management is in process of determining if an effective valuation can be
obtained.



LOUISIANA ARTISTS GUILD
NEW ORLEANS, LOUISTANA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED DECEMBER 31, 2008

Part 1 - Firdings and Questioned Costs relating to Federal Awards

2008-5 Physical Inventory of Equipment

Criteria:

Condition:

Cause:

Effect:

Recommendation:

Management’s
Response and

corrective actions:

The Guild is required to perform a physical inventory of equipment +in
excess of $5,000 acquired with funds received through a faderal award at
least every two years in order to fulfill the real property and equipment
requiremnents of the federal award and OMB Circular A-110 .

The Guild did not perform a physical inventory of equipment acguirsd
under the HUD Section 108 Loan Guarantees for the years ending
December 31, 2004, December 31, 2005, December 31, 2006, December
31, 2007, or December 31, 2008.

Due to a staffing issue the Guild was unable to perform a physical inventory
for the year ended December 31, 2008.

The Guild is noncompliant with the equipment and real property
requirements of the federal award received from HUD.

We recommend that the Guild perform a physical inventory of all
equipment acquired under the HUD Section 108 Loan Guarantees.

The Guild acknowledges the need for the physical inventory and has
scheduled staff and time to perform this task by December 31, 2009.
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LOUISIANA ARTISTS GUIELD
NEW ORLEANS, LOUISIANA

SCHEDULE OF PRIOR YEAR FINDINGS
YEAR ENDED DECEMBER 31, 2008

Part I - Findings Related to the Financial Statements Reported in accordance with Government
Auditing Standards

2007-1 Disbursement Supporting Docnmentation

Condition: A sample of forty disbursements was reviewed, of which seven
disbursements were lacking proper supporting documentation.

Current Status: Resolved.

2007-3 Internal Control Over Financial Reporting

Condition: P&N proposed adjusting entries.

Current Status: Unresolved. See 2008-1.

2007-4 Timely Submission of Audit Report To Legislative Auditor

Condition: The audit report was submitted to the Louisiana Legislative Auditor beyond
the required six months following the fiscal year end. Extensions request
were submitted to extend the due date to November 15, 2008.

Current Status: Unresolved. See 2008-2.

Part II - Findings and Questioned Costs relating to Federal Awards

2005-3 Default On HUD Section 108 Loan

Condition: The Guild has a $7,047,138 loan from the City of New Orleans funded by HUD.
The loan covenant requires quarterly payments in the amount of $152,587 per
quarter. The Guild’s last payment was for the quarter payment due October 15,
2003. The principal and interest payments totaling $610,348 for each of the
years ending 2004 and 2005 were waived through December 31, 2005 by the
City of New Orleans in a letter dated April 27, 2005, revised June 2, 2005.
Subsequent to the year ended December 31, 2005, the Guild was in default on the
loan covenant until a waiver was obtained on January 22, 2007 for the principal
and interest payments due through December 31, 2007
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LOUISIANA ARTISTS GUILD
NEW ORTL.EANS, LOUISIANA

SCHEDULE OF PRIOR YEAR FINDINGS
YEAR ENDED DECEMBER 31, 2008

Part II - Findings and Questioned Costs relating to Federal Awards (continued)

2005-3 Defanlt On HUD Section 168 Loan {continued)

Current Status;  Resolved. Currently the Guild entered into an agreement with the City of New
Orleans on May 13, 2009, whereby the City of New Orleans waived ail debt ratio
requirements, penalties on arrearages, and declaration of default on non-payment
of principal and interest obligations until December 31, 2009.

2007-2. 2005-5 Physical Inventory of Equipment

Condition: The Guild did not perform a physical inventory of equipment acquired under the
HUD Section 108 Loan Guarantees for the years ending December 31, 2005 or
December 31, 2004.

Current Status: Unresolved. See 2008-5.
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